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In a testimony before the Senate Budget Committee on Feb. 4, acting Congressional Budget Office
(CBO) director James Blum said declining economic growth and rising interest rates will push
US budget deficits higher than Reagan administration projections and above ceilings established
by legislation. According to the CBO's latest forecast, said Blum, the deficit will rise to around
$168 billion in the fiscal year ending September 30, 1988; and, $176 billion in the fiscal year ending
September 30, 1989. In 1990, it is expected to drop slightly to $167 billion. According to Blum, these
higher deficits will develop even if the White House and Congress follow through on a recent
agreement for budget reductions of $76 billion in 1988 and 1989. The CBO is forecasting economic
growth of 1.8% in 1988, and 2.6% in 1989. This compares with Reagan administration economists'
projections of 2.4% and 3.5%, respectively. The CBO also argues that interest rates on 10-year
Treasury bonds will average 9.3% in 1988 and 9.5% in 1989 about 1 to 2 percentage points higher
than administration interest rate projections. CBO's growth forecast for 1988 is about the same as
private forecasters' average, said Blum. For 1989, the CBO forecast is above the average private
forecast. According to Blum, the October 19 stock market crash produced a decline in personal
consumption: in the last quarter of 1987, consumption fell at a 1% rate, and business inventories
accumulated. The CBO predicts that the attempt to reduce inventory accumulation will act as a
drag on the economy in early 1988, and also projects a reduction in federal purchases of goods and
services.
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